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There has been a significant growth of interest in the field of corporate social responsibility and the debate on the Impact of Corporate Social Responsibility on Firm Financial Performance is still hot. There are however very few studies done in the least developed countries on the subject matter.
The main objective of the study was to investigate the impact of CSR on Firm Financial Performance in the least developed countries, Tanzania being the country in question. The aim of this paper is to find out if there is a significant difference in financial performance of firms that engage in CSR relative to those that do not practice CSR.  
The data set included randomly selected 100 firms operating in Tanzania using accounting based measures of financial performance namely Return on Asset, Return on Equity and Return on Sales. The hypotheses were tested using t-test assuming equal variance. 
The study revealed that there is a significance difference in financial performance favoring those firms that do Corporate Social Responsibility, supporting the views that CSR has a positive influence on firm financial performance.
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1.1 BACKGROUND TO THE STUDY
Interest in Corporate Social Responsibility has increased from the past decade, as scholars have presented debatable findings on its relationship to financial performance. As stakeholders become more aware of what is going on with regards to their favorite businesses’ operations and the contribution the firms can make to the development of the communities around them. Pressures have increased on businesses to act more socially responsible. This has forced firms to evolve from their primary goal of profit maximization to the new goal of shareholder’s wealth maximization which requires firm to take into consideration the demands of the different stakeholders as they go about their daily operations and inclusion of social and environmental factors in their decision making (Karaibrahimoglu, 2010). 

It is important for firms to identify their stakeholders so they can incorporate their needs into the day to day decision making to address their needs effectively. CSR is seen as a duty the firm has to minimize unethical behavior such as waste reduction and emission, to maximize efficiency and protect the environmental for future generations (Mushi, 2007). Over the past decade the debate on the relationship between CSR and firm financial performance has been hot. With researchers saying that not only can CSR have a positive or negative impact but also none at all. The debate is still going on since the results are still inconclusive (Satiawan and Darmawan, 2009). In Africa businesses have a major role to play to speed up the transformation process and the best way to contribute is through CSR though there is still a need for improved corporate governance, poverty eradication programs, fairer trade practices and capacity building (Visser, 2005).

Kolstad, (2006) viewed corporate social responsibility as a way of a firm to conduct its business believed to be more successful in the long term. It’s not a distraction from its core business as some claim nor does it conflict with the goal of delivering value to shareholders. It is observed that corporation only implement CSR when they promote profit this is to say that social responsibility is just a disguise for profitability. Clearly the sole responsibility of a firm of profit maximization is indeed selfish and time to time businesses have to go out of their way to pursue ends that are also important in a social view. In most cases where public institutions fail to fulfill their obligations that is when corporate social responsibility increase. Many companies were caught off guard by social responsibility controversies such as food companies denied obesity as their problem, Nike and Gap sweatshops issues said the workers were not hired by them directly, the giant de beers denied causing unrest over diamonds in Liberia and Angola (Zadek, et al. 2009). After identifying that their brand reputation and licenses were at stake they learnt their lessons and slowly started to acknowledge their responsibility to the community and environment around them. These experiences have opened their eyes to know that CSR goes beyond the law and concerns responding to the environment, social and economical issues that affect the long term performance of the firm.

When firm’s engage in CSR they demonstrate the change in behavior that benefits both the firm and the society resulting in a multiple effect, a firm is said to be socially responsible when it becomes a leader in improving the well being of the community and environment around it. The firm accepts the role to balance the expectations of different stakeholders as they are crucial for its survival (Tsoutsoura, 2004).

We have seen in cases where firms do not observe the required standards of responsibility mostly the community suffers but also the firm is affected. For example in the mining sectors when environmental pollution occurs the surrounding communities get affected when they drink polluted water from the toxics that come from the industry waste and the vegetation around is also affected and the law suits that are expensive arise when people demand to be compensated (Heal, 2008).The reputation of the firm is tarnished as the news spread and people around become aware of the irresponsibility of the firm. This may render the firm to loose its important stakeholders, be sanctioned from operating in some countries, confiscation of the plants and products and loose its reputation that it has built through hard work and commitment for so many years. 

1.2 STATEMENT OF THE RESEARCH PROBLEM
When firms practice social responsibility their reputation becomes good, they get more popular, customers become loyal, they avoid unnecessary law suits thus reduced expenses, they gain strong ties and support from the community and the government as they are given some tax cuts and favors, this improves the overall firms’ financial performance.

The community is also able to prosper because firms participate in improving their well being by giving scholarships to the best students, building laboratories for schools, giving free medical checkups and other community development projects that protect the environment and enhance people’s welfare (Tsoutsoura, 2004).

CSR evolved after the problems that rose when firms turned their backs on the society and ignored their moral/ethical responsibilities. Discussed next are some very negative effects of firms in developing countries when they failed to adhere to CSR and as a result they caused harm to the societies that are under their care.

Jody E. et al (2012) reported in her study that Anglo Gold Ashanti allegedly took some plot of the school near by the mining premises still the school has no water, toilets and the areas where the water pipe passes can only get water when they use the pumps, and the water is prohibited to irrigate and livestock drinking. Furthermore compensation was never paid for the surroundings villagers whose live stocks died from drinking polluted water near Buswagi, and the tests for the water samples taken never came back to show what was really contained in the water. Collapsing of 52 houses nearby from the blasts in Nyakabale mine in 2000 and increasing miscarriages of the women in nearby villages because they use water from the springs which were contaminated from the spills of nearby mines. In November 1995 Ken Sarowiwa and 8 Ogoni people were brutally murdered by hanging in Nigeria in the protest of their right to clean air, water and land from the environmental degradation which was caused by Dutch British Shell’s oil drilling in the Niger Delta. Shell had the opportunity to mitigate the situation during the trial but they did nothing, they where only interested in securing the oil profits instead of condemning the unjust and brutal murder of these Ogoni people (Green Peace International, 1995).  
Conservatives have the notion that CSR comes at an extra cost that will wear down the firms’ profitability and eventually its overall competitive advantage, but there is new evidence from developed markets showing that the two are not necessarily mutually exclusive (Berns, et al 2009). According to Wilson (2007), developing countries are not yet ready to uphold the high standards and expensive CSR practices, but then you do not have to be a billionaire to give; it’s all in the spirit of giving. 

Numerous studies have been conducted by researchers (Tsousoura (2004), Fauzi (2007), Ntoi (2010), Bolanle (2012) to understand the relationship between CSR and FFP in developing countries but the results are still inconclusive, with researchers getting mixed results and few studies which have been done here in Tanzania with regards to the subject matter. Corporate Social Responsibility can play a great role in economic, social and environmental development of the country. This has motivated the researcher to carry out a similar study here in Tanzania. The research seeks to assess the impact of Social Responsibility on Financial Performance by showing whether or not there is a significant difference in financial performance of firms practicing corporate social responsibility relative to those that do not practice CSR.

1.3 RESEARCH OBJECTIVES
1.3.1 General Research Objective
To assess the impact of corporate social responsibilities on firm’s financial performance

1.3.2	Specific Research Objectives
i.	To compare the return on asset ratio of firms that practice corporate social responsibility  relative to those that do not practice CSR
ii.	To compare the return on equity ratio of firms practicing corporate social responsibility relative to those that do not practice CSR
iii.	To compare the return on sales ratio of firms practicing corporate social responsibility relative to those that do not practice CSR

1.4 Relevance of the research
The study intended to help firms in designing of appropriate policies for their CSR programs as well as for the government in setting up the policies and regulations on CSR practices, reporting and expenditures in the country.

The findings have some managerial implications, that is since social responsibility has a positive impact on financial performance then firms have to commit more resources on their CSR programs as it has substantiated the need for firms to be socially responsible. To also motivate other managers whose companies have not adopted CSR to incorporate it into their strategy and those that are practicing but are experiencing a negative effect need to evaluate their programs and eliminate the causes of ineffectiveness so they can reap the benefits. 






This chapter contains some definition of the key concepts, an analysis of the past studies done, a critical review of the supporting theories, conceptual framework and theoretical framework, the research gap that has been identified, and finally statement of the hypotheses.

2.2 Conceptual definitions
2.2.1 Corporate Social Responsibility 
Corporate social responsibility (CSR) is the action in which the firm takes into account their involvement in the social activities as well as mitigating the effects of their business on the community and natural environment. Initially CSR was only limited to what the company does to its workers and their families but now it extends further to reach out to many people who are called stakeholders. This was the definition adopted by the study.

McWilliams and Siegel (2000) defined CSR as the actions that appear to further some social good, beyond the interest of the firm and that which is required by law. 

CSR is also defined by Hohnen (2007) “as the firm’s practices and policies that contribute to the well being of the environment, society and economy by addressing the needs of customers, suppliers, employees and shareholders”
Corporate Social Responsibility is the action strategy it thus has an effect on the cost of the firm, CSR might affect the firm financial performance and furthermore, the CSR conducted by the firm can also lower the social risk which may benefit the firm in the long run. Whether CSR might be a benefit or drawback for the firm it depends solely on the effectiveness of CSR strategy applied by the firm (Fauzi, 2007). 

Sweeney (2009) views CSR as responsibilities that extend beyond the law, it was considered as the pursuit of those policies that were desirable since they add value to the society.                 

2.2.2 Firm’s Financial Performance
This is a subjective evaluation of how well a firm can use assets from its primary mode of business and generate revenues. The term is also used as a general measure of a firm's general financial health over a given period of time, and can be used to compare similar firms within the same industry or to compare industries or sectors in aggregate (Fauzi, 2007).

Firm financial performance indicator can be divided into two kinds according to its data sources: Market return which is based on transaction price in capital market with fixing attention to return of shareholders. Accounting profits which is acquired from firm’s financial reports to present the entire enterprise operating results (Satiawan and Darmawan, 2009). For the purpose of this research financial performance was quantified in terms of Return on Asset, Return on Equity and Return on Sales.

2.3 challenges of CSR 

Challenges are bound to be found in all aspects of the organization as it has stakeholders that have different needs and that cannot be easily satisfied. With regards to implementation and success of a company’s CSR strategy presented next are some of the most common challenges faced by most companies as identified by (Bared, 2011)

Visibility Factor:  Encourage able as it is the role of media to spread the news of the successful CSR initiatives which has promoted many companies’ brands and visibility. Has brought all together the negative bias as many firms have focused more on event based activities than what is really needed to help grassroots communities improve their well being.

Shallow perception towards CSR initiatives: Many firms have a narrow perception towards CSR thinking its donor driven thus most local firms do not see the need to participate. As the study has revealed that most companies doing CSR are subsidiaries of multinational companies as compare to the local firms that have embraced the concept.

Lack of proper means of identification of community needs: The lack of well organized non-governmental organization at the rural areas, leads to failure of firms to engage in CSR activities than can properly address the needs of the community to be able to build a sustainable community that can thrive but instead creates a dependant community that has no base to continue developing on its own.

Lack of systematic, institutionalized approach to CSR: Currently in the country there are no statutory guidelines and policies of what CSR practices should constitute, which could give a set of direction to the companies. There is no telling whether these subsidiaries are doing CSR because they are under pressure to comply with their parent’s principles or because they know it is a source of competitive advantage. So for now the scale of activities mainly depends on the size of the firm and the profile since its impact in the society will be easily noticeable.

Lack of consensus on implementation of CSR projects: This lack of agreement among various agencies of CSR leads to duplication of efforts which further complicates the assessment of the impact of these initiatives in the community. It also leads to an aggressive spirit which hinders collaborative efforts that could have a better and wider coverage of issues facing the community.

Lack of transparency: This is one of the key issues faced by many companies; they do not make efforts to disclose information regarding their fund expenditures, audit assessments, programs and impact on the community. This creates an atmosphere of distrust between firms and their communities which is vital in ensuring the success of CSR initiatives.

Lack of time and financial resources: Most firms are still struggling to make profits as most of the firms have shown losses in their financial statements, this shows the lack of funds that they can use to carry out CSR programs effectively as they are struggling to cover other operational costs they have. There is also a need for a dedicated management to be able to foresee all the programs closely so that they can be sure the fund is used accordingly for the intended purpose.
2.4 Empirical Analysis of Relevant Studies
2.4.1 General Studies
The relationship between corporate social responsibility and firm financial performance has been a hot topic of scholars for half a century McGuire, et al., (1988); McWilliams and Siegel, (2000); Mohr, et al., (2001); Tsoutsoura, (2004); Brine, et al., (2006); Hohnen, (2007); Fauzi, (2007); Scholterns, (2008); Wanderly, et.al (2008); Satiawan and Darmawan, (2009); Berns, et al (2009); Cheung and Mak, (2010);. The study results on the CSR and FFP link have never been in accord, as some studies determined negative correlation, some determined positive correlation, while others determined no correlation at all.

 The perspective for positive correlation between CSR and FFP suggests a company’s explicit costs are opposite of the concealed costs of stakeholders, therefore, this viewpoint is anticipated from the perspectives of avoiding cost to major stakeholders and bearing in mind their satisfaction. This argument is momentous and rational, as a good relationship with employees, suppliers, and customers is essential for the survival of a company.  

Sweeney, (2009) found that there is a positive relationship between CSR and financial performance and it’s because it affects the company’s reputation, employee attraction and loyalty. The researcher also pointed out that the stakeholders are indispensable since the very existence of the company depends on them. These are the people without their support the firm would definitely collapse. The researcher viewed CSR as those responsibilities extending beyond the law, a pursuit of policies that add value to the firm.
Tsoutsoura, (2004) pointed out that some shareholders regard CSR as a symbolic management skill, CSR is a symbol of status and the company reputation was improved by actions to sustain the community, resulting in positive influence on sales. Thus, when a company increases its costs by improving CSR in order to increase competitive advantages, such CSR activities can enhance company status and in the long run FFP can be enhanced, by sacrificing the short term FFP. The researcher also raise issues on different factors such as industry, firm size, culture of the business, shareholders demands and prior CSR engagement that bring about the difference in implementation strategies used by firms on CSR.

The study stresses the importance of integrating CSR into the business culture and strategy for successful implementation, goes further to show reputation and brand image as benefits of doing CSR as it helps attract capital and trading partners, reduce costs from low employee turnover, recruitment and training costs. She used accounting variables to measure performance and KLD, Index Domini 400 to measure CSR controlling for risk, size and industry. The findings indicated that CSR has a positive association with profitability. 

Cheung and Mak, (2010) in their study they discussed on the expectation of stakeholders depend on the types of business they operate in, issues of whether CSR should be voluntary, a public policy or an ethical requirement is still ambiguous. The researcher further talks of voluntary and mandatory disclosure which is required by law while voluntary is not regulated it still discloses useful information for decision making. CSR disclosure is the communication of social and environmental effects of the organizations economic actions to a particular interest group within the society. The disclosure also is important in increasing transparency, credibility of a firm, especially now days with the increase of major scandals. Wanderly, et.al (2008) in his study on relationship between CSR disclosure and Financial Performance of Emerging Markets, the researcher critically showed that the lack of academic literature on the impact of CSR on FFP in developing countries could be a reason why there is little disclosure and engagement of local firms. Practicing CSR may increase the company’s avenues for capital access and entry into markets that take CSR as of paramount importance. Some drivers of CSR identified in his paper included pressures from stakeholders, government and dependency on foreign business partners.

He used larger and medium firms listed in the Malaysian stock exchange and measured CSR by fortune reputational survey. The CSR indicators used were employee relationship, environment, community involvement and product development. His study also adopted the perspective that CSR is associated positively with financial performance. His findings indicated that there is a significant positive relationship between disclosure and financial performance.

Satiawan and Darmawan (2009) asserted that firms have a major role to play in their respective country’s economies as they can make a significant contribution through CSR. In their study they measured CSR by using global reporting index by summing up of all the items of CSR by giving 1 for disclosure and 0 for not disclosing dividing by the summation number of items expected. The findings revealed that there is a positive relationship between CSR and FFP and further more this effect is reduced when there is a financial crisis since firms reduce their CSR expenditures during this period. The researcher suggested that improved and developed CSR was more beneficial to the firm and also reduces the effect of financial crisis in the future. Hohnen, P (2007) CSR implementation guide for business, it is noted that integration of CSR in a business strategy can address easily the societal problems and this has shown that a good business is a responsible business. In a modern business setting CSR should be seen as an opportunity for firms to come together with stakeholders to develop creative solutions, viable products services and processes in its core business that enhance environmental and social conditions. We have seen that the efforts of a tarnished firm do not just end there it can spread to the entire industry, or a country and this increases the importance of observing the standards of CSR.

Berns et al, (2009) in the business of sustainability addressed some challenges such as forecasting and planning of the CSR frame of investment activities as an impediment to its successful implementation. It has been observed that is difficult to do a cost benefit analysis right away because the results are often long seen coupled with the short term expectations of the shareholders. Measuring the effects of CSR is also another challenge as they may not be tangible most of the time. Further complications arise due to the need for planning amid high uncertainties. This calls for strategic planning as of key importance because there could be changes in regulations and needs of the society and stakeholders, needing a constant review of the firm’s strategy. The execution of CSR is also flawed since there is no clear way of institutionalizing the sustainability agenda, measure and report sustainability efforts.

Mohr, et al., (2001) in the Impact of Corporate Social Responsibility on Buying Behavior, the researcher wanted to understand if the consumers really consider social responsibility when making a purchase decision. The researched identified that there are some socially responsible consumers who purchase products that have a positive effect on the environment or patronize businesses that adopt positive change. For this to be possible consumers need to be aware of the company level or responsibility or irresponsibility as some firms have been punished for their irresponsible behavior so this calls for consumer education programs to be conducted. 

It is also important for firms to engage in social activities that are also valued by the consumers to build trust, loyalty and have an open communication channel. This eventually leads to better financial performance for the firm. The researcher also looked at some advantages of doing CSR to the firm like attracting a quality workforce, impacts the buying behavior and the disadvantage that it erodes some of the profits as it leads to additional cost.

Mishra and Suar, (2010) in their study they assessed CSR with respect to six stakeholder groups namely: employees, customers, investors, community, natural environment, and suppliers. Then, an aggregate measure of CSR was gained by totaling the six dimensions. Findings indicated that stock-listed firms that practiced responsible business had better FP than the firms not listed. Controlling challenging effects of stock-listing, ownership, and firm size, a favorable perception of managers towards CSR is found to be linked with increase in FP of firms. The findings seem to be acceptable when CSR is assessed in line with the identified groups of stakeholders in aggregate and for each stakeholder group in segregate. Findings suggested that responsible business practices can be profitable and beneficial to firms if they address the interest of the primary stakeholders.
The perspective for negative correlation between CSR and FFP suggests that the fulfillment of CSR will bring competitive disadvantages to the company (Rapti and Medda, 2009) as methods or need to bear other costs arise when firms are carrying out CSR activities. The increased costs will result in little gain if considered in economic interests. While when neglecting some stakeholders, such as employees or the environment, this results in a lower CSR for the enterprise, then FFP may be enhanced. 
Some studies suggested that CSR is not associated to FFP at all. Fauzi, (2007) suggested that there is no reason to forecast the existence of any relationship between CSR and FFP, as there are many variables in between the two. On the other hand, the issue of CSR measurement may also cover the link between CSR and FFP (Brine, et al 2006). McWilliams and Siegel (2000) also proved that the association between CSR and FFP would disappear with introduction of more accurate variables, such as the R&D strength, into the economic models which has shown to have high correlation to CSR and negative impact to financial performance.

Brine (2006) found that there is no significant statistical relationship between CSR and financial performance. CSR is looked at as the managing and balancing of the firm’s impact to the community and not philanthropic which seeks to address the problems that have already been caused by the firm to the community. The researcher also looked at some economic drivers of social responsibility like operational efficiency, access to capital, risk management; learning and innovation just to mention a few. The researcher identified the firms that do CSR by looking at those that produce sustainability reports and regressed with accounting measures of financial performance. Suggested reasons for the findings included the small sample size and short period of time that was used and maybe a one year lag that was not considered between implementation and results.

McWilliams and Siegel (2000) found that the effect of CSR on FP is neutral justified by most of the researchers omitting some variables like R&D which upon inclusion in the model the positive relationship disappears. With increasing pressures on companies to act socially responsible still some remained reluctant since they are not convinced of the benefits and only sees it as an erosion of the firms profit so they would rather stick to doing what is legal.

Moreover other reason causing the uncertainty about the relations between CSR & FFP is that serious problems have overwhelmed researchers to date on measuring CSR. Since it is a multidimensional construct with various issues encompassed in the term such as managerial decisions, corporate behavior. Clearly there can’t be just one way to measure it, some of the measures used included forced choice survey instruments, fortune reputational and social responsibility index (Waddock and Graves 1997), Content analysis of documents (Fauzi, 2007), KLD rating system (McWilliams and Siegel, 2000) and CSR expenditure data (Bolanle, et al; 2012).

Each of these measures offers some benefits to the users but at the same time has limitations and complicates comparison of findings, since information about CSR is open to critiques about impression management and subjective bias, further than that there is no way of determining if the data is over or under reported and it is uncertain about what precisely some of these indicators measure.
2.4.2 Studies in African Countries
Markets in developing countries face different challenges as to those in the first world. Firms find themselves in countries run by post war governments with significant budget deficit, heavy burdens of diseases and major skills shortage Ntoi, (2010). While there is so much evidence in support of positive impact of CSR on FFP, very little is published on its execution and impact on emerging markets. Ntoi (2010) examined the difference in financial performance between SRI and Non SRI of companies listed on the Johannesburg stock exchange market. Using market based measures to assess the impact of investor behavior on social responsibility and its importance on financial performance. The findings revealed there is a difference in performance and further supports the positive link of CSR and FFP. The results show that Corporate Social Responsibility is rewarded by the stock market as their shares fetch higher price. Sustainability is a fairly new concept in Africa viewed most commonly in the context of charity which supports the bottom line (People, planet and profit). 

Bolanle, et al; (2012) carried out a study in Nigerian banks using Regression Model and found that there is a significant positive relationship between CSR and Firms Profitability because CSR reduces tax paid thus improving the overall firms profitability. The researcher recommended that CSR commitment should not be underestimated despite some bad managers misusing the funds and claiming they have done CSR which can mislead the findings and eliminate the benefits that can be seen if you carry out the study under such a situation.

Uadiale and Fagbemi,(2011) using a Pearson correlation analysis carried out the study on a sample of Nigerian listed Company’s and found that there is a significant relationship between CSR and Financial Performance and recommended that firms should commit their resources on CSR activities to enhance their image/reputation thereby increasing their returns. The researcher originates the driving force of CSR to the entry of multinational companies in the country. Zadek S. et al (2009) found that there is a need to view CSR more strategically by producing high quality products, environmental protection and minimizing its negative impact of the firms’ activities on the environment and community. Corruption remains to be the biggest impediment in Africa as far as CSR implementation is concerned. Public services are unequally distributed and people are poorly paid making it hard to control corruption although the media is playing a major role in exposing the malpractices and corrupted businesses. Corruption hinders the social and economical development that is needed for sustainable development. Social investment also needs to be emphasized especially on areas like construction of schools and hospitals.

2.4.3 Overview of CSR in Tanzania
Corporate Social Responsibility development was triggered by the industrial revolution that led to the emergence of powerful large organizations that had great power. In Tanzania social responsibility came about with increasing competition as many companies flooded the country from various countries it gained momentum because now consumers have many options to choose from (Mushi, 2007). Consumers became more aware and there is a lot of information available now days on companies with regards to their business practices and values. CSR is becoming more popular in Tanzania, as consumers are becoming more aware of issues relating to their favorite companies, how the goods and service produced and delivered and the contribution that the companies can make in their communities. 
Now days CSR is used as a marketing tool for creating competitive advantage, ever since the number of firms doing CSR in the country has been on the rise. Recently a CSR award has been introduced which seeks to reward firms that make a greater contribution in the community through their CSR practices and also encourage other firms that are yet to incorporate CSR in their strategies to do so.  In Tanzania we have seen companies doing sponsorship of social events like sports such as football and training for youth on entrepreneurial skills that can promote self employment, supporting orphanages by providing them with school amenities and food, provision of health services like free medical checkups and ambulances, planting of trees and recently contributing to projects to fight the HIV pandemic. Even though few contributions have been put in the areas of agriculture like provision of pesticides, seeds and farming tools that can revamp the country’s economy since agriculture is the backbone of the country, CSR has become more popular nevertheless.

Just recently Tigo has partnered with a Swedish NGO on a pro child reach for change initiative that is aimed at improving the welfare of children (Daily News, 2012). This is a very interesting move because some of the challenges seen on CSR implementation were proper identification of the community needs and pooling of resources which will be correctly addressed by entering into joint partnerships like this.

Nevertheless very few studies exist in Tanzania with regards to corporate social responsibility which has motivated the researcher to carry out the study to be able to contribute to the body of knowledge existing in this area. Mushi (2007) in his study he ventured to find the impact of CSR activities in the community, to what extent they impact on the communities and its impact on profitability. The research was based on the responses of few respondents and how they felt about the above mentioned issues and the findings revealed that there is a positive impact and thus recommended firms to get more involved in CSR activities. He also identified three perspectives that cover the concept of CSR ethically, legally and community relations.

Mushi further stated that the Tanzanian community is characterized by problems of unemployment, diseases, poor infrastructure and the businesses depend on these people to support their operations by buying their products and services. This means the prosperity of the firm solely depends on the community then what ever can be done to alleviate the community problems will be rewarded by the loyalty and reciprocity of the community.

Jody E, et al., (2012) in her study on the problems with reporting and evaluating mining industry community development projects, issues of CSR activities carried out by subsidiaries companies of mining sectors in Tanzania as compared to those in developed countries. The researcher raised several questions: Are the infrastructures constructed like roads, hospitals and wells really for the community of just for the workers? When you compare the amounts spent in other countries are they really enough? And why don’t they report the negative impacts but only the positive ones? In his findings the reports appeared to show more than what was actually delivered and they tend to over report, it could be that the funds are misallocated because they have no committed managers on these issues to follow up closely the projects as some have been previously giving money to the local districts heads that sponsor their own endeavors. Lauwo, S (2012) in her paper on CSR reporting in developing countries uncovered that underdeveloped countries have been offering less stringent regulations, investment incentives, subsidies to increase FDI and growth of MNCs but this has added adverse effects on the states’ ability to enforce laws and regulations which protect employees, environment and communities as a result developing countries have failed to encourage responsible business practices. The government lacks the financial, legal and administrative resources to enforce strong regulations and their actions are further diluted by the lobbying and sponsorship of prominent politicians and trade associations by the corporations.

2.5 Critical review of supporting theories/ theoretical analysis
Several theories have been proposed to explain the relationship between CSR and FFP.


2.5.1 Slack Resource Theory
This theory was put forward by (McGuire, 1988), it argues that better financial performance potentially results in the availability of slack resources that provide the opportunity for companies to invest in social responsibility perspective such as community relations, employee relations and environmental protection. If slack resources are available then better social performance would result from the allocation of these resources into social sphere, thus better financial performance would be a predictor of better corporate social performance, (Waddock, and Graves, 1997) supports the theory.

Wanderly, et.al (2008) found a strong support for slack resource theory as a motivator for firms to engage in corporate social responsibility. When companies have cash in excess of their immediate needs they decide to spend it on CSR since the previous research have not found as strong evidence that such expenditures are well rewarded in terms of future accounting and market performance. The study wanted to find a breakthrough from the virtuous circle by finding the starting point which is the main driver of CSR “slack resources’’.

The theory views the firm as an entity that has a strong competitive advantage that stems from within by effective utilization of its assets that are valuable and unique. It also implies that CSR spending only occurs when a firm has performed well, catered for stockholders and that it still has ample resources left at its disposal so it can allocate some for social activities but now days even the laws are there to mandate firms to behave in a socially responsible manner especially in areas like environmental protection because it can cause harm to the community around and the pressure from the community has forced firms to compete on value. In the African context firms are still struggling thus if this was the case none would be ready to engage in CSR because there is always something more productive to be done as firms face often resource shortages.

2.5.2 Good Management Theory/ Stakeholder Theory
The theory was put forward by Freeman (1984) it argues that there is a high correlation between good management practices and financial performance because attention to CSR spheres improve relationships with key stakeholders resulting to a better overall performance. For example good employee relations might enhance morale thus productivity and satisfaction. Excellent community relations might provide incentives for tax breaks, reduced regulations thereby reducing cost to the firm and improving the bottom line. Such positive perceptions by stakeholders lead to increased sales or reduce stakeholder management costs. The theory is supported by my scholars such as   McGuire, et al (1988), Bolanle, (2007), Mushi, (2007), (Poddi and Vergalli 2008), (Vreugd 2008).

The essential characteristic of this theory is to recognize the stakeholders which has been a great impediment so far (Bolanle, 2007).

The business and the society cannot be separated from one another as they are constantly interacting, the survival of the two depend on each other and failure of the company to be socially responsible will be penalized by the society Fontaine C. et al (2006). 
The theory suggests that when firms show the willingness to share what they have with their communities and protect the environment in which they operate in, they in turn win customer loyalty and support, and avoid expensive lawsuits these would lead to a better financial performance. According to this theory a firm cannot succeed by merely focusing on the needs of stockholders only, so it calls for businesses to carry out the necessary CSR activities alleged important to stakeholders for them to continue their support. Some limitations of this theory includes the lack of power of some legitimate stakeholders who are the majority as in most cases they influence management by virtue of a contract, the power is given to a group of people who can influence the company’s decision and not the managers because at the end they are the ones who will be held accountable so it is challenging as to whether their interest coincides their decisions. It also raises questions about the dumb stakeholders such as fauna and future generations who yet have no say, how can they really express the interest of these groups.
2.5.3 Carroll CSR Pyramid 
The pyramid was put forward by Carroll A.B (1991) aiming to help the managers to see the weightings of these different types of obligations they have though they are not mutually exclusive. The pyramid is useful for managers who wish to reconcile their obligations to those of differing shareholders needs, and the challenge still remains on how to reconcile the economic and social needs. For CSR to be legitimate it has to address the entire pyramid. The pyramid has four categories depicted as economic, legal, ethical and discretionary/philanthropy responsibilities.

Economic Responsibilities: This is the basic of all responsibilities, since is the reason for the existence of the business. Its major role is to make goods and services that customers need with a goal of making profit.

Legal Responsibilities: Every company has to comply with the laws and regulations set by the Governments where they operate. As a corporate citizen the business has the obligations to pay taxes and ensure good relations with the government.

Ethical Responsibilities: Firms should adopt voluntary codes of ethics and good governance. They have an obligation to do what is right fair and just without causing harm to others.

Philanthropic Responsibilities: Firms should be good corporate citizens and contribute its resources in improving the welfare of the communities around and their quality of life.

Figure 2.1: Carroll’s CSR Pyramid
Source: Literature Review

Visser (2005), study criticizes the pyramid claiming that it has little relevance in African context, since the priorities differ from the classic ones. He pointed out that priorities should be placed on ethical responsibilities and good governance as it will open up for improvements in all other dimensions. The legal responsibility has a lower priority in Africa not to say that we don’t follow rules but it is just like that.

2.6 Conceptual framework
As pressures amount from different stakeholders on the firm to conduct themselves in a socially responsible manner, some firms decide to adopt Corporate Social Responsibility programs into their business strategy to give them a competitive advantage. This makes a good financial sense since it has been proven that CSR is a driver of consumer purchase behavior. This means it leads to an increase in a company’s sale and eventual leading to a better financial performance.
Consumers no longer just buy goods or pay for services but they want it from a firm that competes on value, what’s a better way to add value to the firm than participating in enhancing the welfare of the community and the people around them. The community and the firm both depend on each other for their wellbeing thus having a mutually beneficial relationship is essential to its success.  

We expect firms that practice CSR to end up with a better financial performance since it leads to a better reputation, customer loyalty, and low employee turnover costs, cheap sources of capital; reduced risks and brand awareness. All these are benefits that firms accumulate from being socially responsible will translate to a better financial performance compared to the firms that decide to uphold their old ways of doing business ignoring these benefits and competitive advantage that CSR brings. Corporate Social Responsibility was the Independent variable affecting the firm’s financial performance being the Dependent variable. CSR was measured through content analysis while financial performance was measured by Return on Asset; Return on Equity and Return on Sales ratios. 















2.7 Research gap identified 
The researcher found one similar study done in Tanzania, but the scope was very limited as it was carried out in only one company using a few respondents. Thus the researcher was curious to find out whether similar results as those that were done in the European countries and some African countries will be obtained if similar methodologies are applied. The research aimed at adding knowledge of CSR in developing countries and showing the significance difference in financial performance of companies practicing CSR compared to those that do not.

2.8 StatementS of the hypotheses
The research adopted the perspective of positive relationship between Corporate Social Responsibility and Financial Performance, since many of the empirical evidence research studies conducted supported this side.
HYPOTHESIS 1
H10 - There is no significant difference between Return on Asset ratios of firms practicing CSR and those that do not practice CSR          ROACSR – ROANON CSR = 0
H1A - There is a significant difference between Return on Asset ratios of firms practicing CSR and those that do not practice CSR          ROACSR – ROANON CSR ≠ 0

HYPOTHESIS 2
H20 - There is no significance difference between Return on Equity ratios of firms practicing CSR and those that do not practice CSR 	        ROECSR – ROENON CSR = 0
H2A - There is a significance difference between Return on Equity ratios of firms practicing CSR and those that do not practice CSR 	         ROECSR – ROENON CSR ≠ 0

Hypothesis 3
H30 – There is no significant difference between Return on Sales ratios of firms practicing CSR and those that do not practice CSR 	          ROSCSR – ROSNON CSR = 0











The chapter focused on different strategies that were used to accomplish the study for sampling, data collection, variables measurements, data processing and analysis.

3.2 Research DESIGN
The study adopted a quantitative and qualitative, descriptive approach and cross sectional study design. The reason behind this approach is its ability to use secondary panel data for measuring variables. It allowed the use of statistical tests to test hypothesis and their significance and results can be generalized to other cases/ setting or places. Cross sectional study allowed the comparison of data across different firms since the same time frame is used as a point of reference (Ntoi, 2010). 

3.2.1 Survey Population
The population of this research was made up of medium to large size companies that are operating in Tanzania for at least four years. It is assumed that after four years a company has had enough time to break even and so the financial health of the firm is reflecting the true picture. These firms are expected to provide a reliable source of data, to have a large number of people working in their premises thus have a big impact on the society. Some of the firms were practicing CSR while others were not, but at the end of the financial year they all prepared annual financial statements to give an account of their financial performance.
3.2.2 Area of the Research 
The research was conducted in Dar-Es-Salaam, since it is the major commercial city in the country with the largest number of businesses headquarters based here. The sample obtained served as a good representative of the population. The researcher expected the results to be generalized to the whole country since all of the companies prepare their statements based on GAAP and IFRS ensuring consistency of the data obtained compatibility and comparison.

3.3 Sampling Design and Procedures
the study used a sample size of 100 companies of which were selected using random stratified sampling techniques. The researcher chose this technique because there is a need to compare two groups of firm’s financial performance, those that do CSR and those that do not. Then the firms were picked at random to make up a total sample size of 100, which is considered adequate since the nature of the data required is sensitive and not all firms were willing to give out the required data. For any study that tests the significance difference between independent variables a sample size of 32 or more is necessary for reliability and ease of observing trends (Kothari, 2004).

3.4 Variables and measurement procedures
Measuring CSR has always been a difficult task as there is little consensus about which measurement instrument to apply. In this study CSR data was obtained through content analysis and the presence or absence of information on key words such as donations, contributions, CSR expenditures and CSR sustainability reports examined and used to group the companies into responsible or non-responsible group as measured by Karaibrahimoglu (2010) and Ntoi (2010).
The researcher used Return on Assets, representing the amount of earnings after tax a company can achieve for each shilling of assets it controls and is a good indicator of a firm’s profitability. Return on Equity, measuring how well a company uses reinvested earnings to generate additional earnings for two years average (Tsoutsoura, 2004). Return on Sales, which is a measure of the profitability of a venture, it shows how efficient the firm is as it responds to increase in expenditures, sales downturn and falling prices.

This method has been supported by most researchers as the measures of firm’s financial performance because not only do they measure profit but also relate the assets employed to generate profit Brine, et al., (2006) Satiawan and Darmawan, (2011), Uadiale and Fagbemi, (2011).

3.5 Methods of data collection
The nature of research called for the researcher to rely on secondary sources of data, the researcher calculated ROA, ROE and ROS ratios of companies from the Firm’s Annual Financial Reports for the year 2011-2010. The additional information needed of CSR was thoroughly and comprehensively examined through web pages by looking for the specific key words such as Donations, Contributions, CSR expenditures, Sustainability Reports of the company’s and Press Release on CSR activities. This is the most convenient, popular and effective way of disclosure used by most companies, as supported by Karaibrahimoglu (2010) and Wanderley et al (2008).

According to Kothari (2004) use of secondary sources of data is encouraged when information needed is already available and from a reliable source, if it’s accurate and adequate for the study to be carried out.
3.6 DATA analysis TECHNIQUES
The study intended to establish if there is a significant difference in financial performance of CSR firms by comparing them with non CSR firms. A list of 100 companies was obtained and their respective ROA, ROE and ROS were tabulated. The companies were grouped into CSR and the Non CSR firms. Data cleaning was done to eliminate the supernormal values and missing data. Descriptive and statistical analysis was conducted to determine whether there was a significance difference between ROE ROA and ROS of CSR and Non CSR firms. The specific test used was Anderson Darling normality test, Levene’s test and t-Test assuming equal variance to test the hypothesis. T-test is a test of means and it is used to check whether a difference between two independent variables is significant or not. It requires a sample size of 30 and above to be valid if the samples are to be selected at random. The analysis was carried out at significance level of 5% and the null hypotheses were rejected and the alternatives accepted.

3.7 Validity and reliability
The data used was collected from secondary sources of data; this had its limitation since sometimes the data is subjected to window dressing. To increase validity the financial statements that were used have been audited and signed by the respective managers and collected from companies’ websites and news papers which are reliable sources of data. 

Reliability was enhanced by conducting a pilot study that revealed there was a significant difference in financial performance of firms conducting CSR relative to those that do not. This showed that the data had supported the expected results which showed the reliability of data collected.

3.8 Research Tools 
3.8.1 Documentary Review
The researcher used this method to collect data from news papers, company websites, financial reports and press releases. This method was used to collect data on CSR and financial ratios namely Return on Equity, Return on Asset and Return on Sales.

3.8.2 Variable Checklist
This tool enabled the researcher to make sure all the intended data on the variables that are needed for the analysis were collected so as to avoid forgetting some of the relevant data needed.

3.9 Expected results of the study










This chapter presents and discusses major findings of the study. It evaluates whether the proposed hypotheses in Chapter 3 are supported or refuted by the data. The results are arranged relative to each hypothesis and evaluate the outcomes of the analysis qualitatively and quantitatively followed by a conclusion stating whether the null hypothesis is rejected or accepted.

Figure 4.1 Distribution of the Sample Size by Industry
Source: Researcher 2013

The sample size composed of firms that are in a business for atleast four years because it is assumed the time frame is enough for the firm to have recovered its capital and break even and gain some experience in their respective industries. Before testing of the hypothesis Anderson Darling Normality Test was done to determine if the samples came from a normal distribution and the results are shown on the following tables
Table 4.1: Anderson Darling Normality Test for Return on Asset



























































The null hypothesis states that the data is normal and this is true if A-squared is less than P value and the two critical values of which in Table 4.1 for Corporate Social Responsible firms ROA the A squared 2.119 is greater than the P value which is 0.000 and the two critical values at 95% and 99% which are 0.787 and 1.092 then we have to reject null. This means that our data is non normal. For Non Corporate Social Responsibility ROA the A squared 2.382 is greater than the P value which is 0.000 and the two critical values at 95% and 99% which are 0.787 and 1.092 then we have to reject null. This means that our data is non normal.

The null hypothesis states that the data is normal and this is true if A-squared is less than P values and the two critical values of which in Table 4.2 for Corporate Social Responsible firms ROE the A squared 1.773 is greater than the P value which is 0.000 and the two critical values at 95% and 99% which are 0.787 and 1.092 then we have to reject null. This means that our data is non normal. For Non Corporate Social Responsibility ROE the A squared 1.499 is greater than the P value which is 0.001 and the two critical values at 95% and 99% which are 0.787 and 1.092 then we have to reject null. This means that our data is non normal.

The null hypothesis states that the data is normal and this is true if A-squared is less than P values and the two critical values of which in Table 4.5 for Corporate Social Responsible firms ROS the A squared 1.158 is greater than the P value which is 0.000 and the two critical values at 95% and 99% which are 0.787 and 1.092 then we have to reject null. This means that our data is non normal. For Non Corporate Social Responsibility ROS the A squared 1.811 is greater than the P value which is 0.000 and the two critical values at 95% and 99% which are 0.787 and 1.092 then we have to reject null. This means that our data is non normal.


Table 4.2: Anderson Darling Normality Test for Return on Equity






























































Table 4.3: Anderson Darling Normality Test for Return on Sales























































































After the test for normality revealed that the data is not normal, instead of transforming it to normal, the researcher opted to perform Levene’s Test of Equality of Variance. The logic behind this test is based on the Homogeneity of Variances assumption which stipulates that our groups have similar variances that is similar reaction to the conditions received. If the assumption holds we then know that the difference in financial performance we get from the t test are attributable to the component of addition of Corporate Social Responsibility to the different group and not any other. If Levene’s test shows a “Sig.” value of greater than (>) .05; then we conclude the variances are NOT significantly different which is what we want to see so that we can have confidence in the validity our t-test to be performed later on to test our hypothesis . Then Levene’s test was performed on the group and the results are presented in the table as follow:
Table 4.4: Levene’s Test for Return on Asset
 	                                               ROA	                                                     ROA NCSR
Median	7.30%	1.14%
Mean	9.30%	-0.22%







Accept Null Hypothesis because p > 0.05 (Variances are the same)
In the case of Return on Asset of Corporate social responsible firms and Non Corporate social responsible firms it has shown that the variances are the same since p value 0.116 is greater than the set significance which is 0.05. Therefore we accept null that the variances are the same. This allows us to go ahead and use t test assuming equal variances. 

4.2 Hypothesis 1
The null hypothesis stated that there is no significant difference between ROAs of CSR and NON CSR firms. The alternative hypothesis stated there is a significant difference between ROA’s of CSR and NON CSR firms.
4.2.1 Corporate Social Responsible vs. NON Corporate Social Responsible firms ROAs




Figure 4.2: A graph showing CSR VS NON CSR ROAs
Source: Researcher 2013

It is observed from the graph that responsible firms ROAs have outperformed the NON responsible ones ROAs, as most of the time the ROA’s of CSR firms were above those of NON CSR.

As part of statistical analysis the mean, standard deviations and t test were computed and the results are shown in table 4.5.
Table 4.5: Two sample t-Test assuming equal variance for Return on Asset
t-Test: Two-Sample Assuming Equal Variances		0.05
Unequal Sample Sizes		












Reject Null Hypothesis because p < 0.05 (Means are Different)


The descriptive statistics of Corporate Social Responsible and Non Corporate Social Responsible firms Return on Asset were computed and it is observed that the mean of CSR firms was 0.09298 and that of non csr -0.0022 showing that CSR firms outperformed the NON CSR ones.

The t test assuming equal variances was carried out to determine whether the difference between ROAs of CSR and NON CSR were significant or not. The t test was carried out at 0.05 significance level and the results showed the critical value of t two tail 1.984 and one tail 1.660 is less than the calculated t statistic 6.274 which confirms the qualitative observation that there is a significant difference, therefore the null hypothesis is rejected. Even the p value 0.000 is less than the set significance which is 0.05 also confirms the rejection of the null hypothesis. This means there is a significant difference in financial performance (Return on Asset) of firms practicing CSR compared to the NON CSR.
4.3 HYPOTHESIS 2
The null hypothesis stated that there is no significant difference between ROEs of CSR and NON CSR firms. The alternative hypothesis stated there is a significant difference between ROE’s of CSR and NON CSR firms.

4.3.1 Corporate Social Responsible vs. NON Corporate Social Responsible firms ROEs
The graph of two years average Return on Equity of firms that do CSR and those that do not practice CSR are plotted in a line graph against their respective firms. The years used were 2011/2010.


Figure 4.3: A graph showing CSR vs Non CSR ROEs
Source: Researcher 2013

It is observed from the graph that responsible firms ROEs have outperformed the NON responsible ones, as most of the time the ROE’s of CSR firms were above those of NON CSR.
Then Levene’s test was performed on the group and the results are presented in the table as follow:
Table 4.6: Levene’s Test for Return on Equity
 	                               ROE	                                                               ROE NCSR
Median	19.36%	6.11%
Mean	22.61%	1.71%






Accept Null Hypothesis because p > 0.05 (Variances are the same)


In the case of Return on Equity of Corporate social responsible firms and Non Corporate social responsible firms it has shown that the variances are the same since p value 0.417 is greater than the set significance which is 0.05. Therefore we accept null that the variances are the same. This allows us to go ahead and use t test assuming equal variances to test the hypothesis. 

As part of statistical analysis the mean, standard deviations and t test were computed and the results are shown in table 4.7.

The descriptive statistics of Corporate Social Responsible and Non Corporate Social Responsible firms Return on Equity were computed and it is observed that the mean of CSR firms was 0.2261 and that of non csr 0.0171 showing that CSR firms outperformed the NON CSR ones.

Table 4.7: Two Sample t- Test assuming equal variance for Return on Equity
t-Test: Two-Sample Assuming Equal Variances		0.05
Unequal Sample Sizes		












Reject Null Hypothesis because p < 0.05 (Means are Different)


The t test assuming equal variances was carried out to determine whether the difference between ROAs of CSR and NON CSR were significant or not. The t test was carried out at 0.05 significance level and the results showed the critical value of t two tail 1.984 and one tail 1.660 is less than the calculated t statistic 6.925 which confirms the qualitative observation that there is a significant difference, therefore the null hypothesis is rejected. Even the p value 0.000 is less than the set significance which is 0.05 also confirms the rejection of the null hypothesis. This means there is a significant difference in financial performance (Return on Equity) of firms practicing CSR compared to the NON CSR.

4.4 HYPOTHESIS 3
The null hypothesis stated that there is no significant difference between ROS of CSR and NON CSR firms. The alternative hypothesis stated there is a significant difference between ROS’s of CSR and NON CSR firms.
4.4.1 Corporate Social Responsible vs. NON Corporate Social Responsible firms ROS
The graph of two years average Return on Sales of firms that do CSR and those that do not practice CSR are plotted in a line graph against their respective firms. The years used were 2011/2010.

Figure 4.4: A graph showing CSR vs Non CSR ROS
Source: Researcher 2013

It is observed from the graph that responsible firms ROS have outperformed the NON responsible ones ROS, as most of the time the ROS of CSR firms were observed to be above those of NON CSR. Then Levene’s test was performed on the group and the results are presented in the table 4.8.

In the case of Return on Sales of Corporate social responsible firms and Non Corporate social responsible firms it has shown that the variances are the same since p value 0.284 is greater than the set significance which is 0.05. Therefore we accept null that the variances are the same. This allows us to go ahead and use t test assuming equal variances to test the hypothesis. 
Table 4.8: Levene’s Test for Return on Sales
 	                               ROS	                                                                  ROS NCSR
Median	0.198575	0.0585
Mean	0.216825	0.055081




    Test	1.159	
p	0.284	

Accept Null Hypothesis because p > 0.05 (Variances are the same)


As part of statistical analysis the mean, standard deviations and t test were computed and the results are shown in table 4.9 .

The descriptive statistics of Corporate Social Responsible and Non Corporate Social Responsible firms Return on Sales were computed and it is observed that the mean of CSR firms was 0.2168 and that of NON CSR 0.0551 showing that CSR firms outperformed the NON CSR ones.

The t test assuming equal variances was carried out to determine whether the difference between ROAs of CSR and NON CSR were significant or not. The t test was carried out at 0.05 significance level and the results showed the critical value of t two tail 1.984 and one tail 1.660 is less than the calculated t statistic 5.421 which confirms the qualitative observation that there is a significant difference, therefore the null hypothesis is rejected. Even the p value 0.000 is less than the set significance which is 0.05 also confirms the rejection of the null hypothesis. This means there is a significant difference in financial performance (Return on Sales) of firms practicing CSR compared to the NON CSR.

Table 4.9: Two Sample t-Test assuming equal variance for Return on Sales
t-Test: Two-Sample Assuming Equal Variances		0.05
Unequal Sample Sizes		




























In this chapter the findings and implications are discussed and compared to the previous research studies done with possible explanations.
Hypothesis 1
The findings revealed that there is a significant difference between ROA of firms that do CSR in comparison to those that do not practice CSR which lead to the rejection of the null hypothesis. 

The findings conforms with Poddi and Vergalli, (2008) also found that there is a positive relationship between social responsibility and financial performance stressing on the importance of reputation and risk reduction as factors that lead to a better financial performance of firms that are socially responsible. Reduction of risk and lack of CSR exposes the firm to risk.  Firms with high financial performance and low risk can afford to act socially responsible, eco efficient, preempting future regulations, improved brand equity, and improved customer relationships which are all benefits of being socially responsible.

Ching et al, (2009) in their study found out that previous CSP has positive impact on the Return on Assets for the next period. They also included in their study size and R&D as control variables to investigate the relationship between CSP and CFP. Their sample included companies listed in the TSEC Taiwan 50 Index and TSEC Taiwan Mid-Cap 100 Index to analyze the link between CSP and CFP and used regression analysis. They supported their findings by suggesting that when a company is in good terms with its employees, suppliers, and customers, or it contributes to community development, feeds back into the community with higher CSP, it will promote its own image and build brand awareness. Consumers will believe that the company has a better reputation, which improves the competitive edge of the company, as customers would become loyal and willing to purchase company’s products. It also promotes the morale of its employees in turn reducing costs associated with labour turnovers and improving productivity.

Large firms normally have the capacity and resources required to help the community and environment, at the same time the community has higher expectations of social responsibilities. The notion that was proposed by Waddock and Graves, (1997) that smaller companies did less CSR related activities compared to larger companies, was supported by their data results. Larger companies are more established and draw attention of the public more easily; the need to respond more to the needs of public interest stakeholders cannot be unnoticed.

Zhang and Razaee, (2008) study is the first to directly examine the relationship between the ethics/credibility dimension of CSR and firm performance, especially in emerging markets, such as China. In their study they compared ROA, ROE and EPS of firms with low and high CSP. The results showed that more credible firms exhibit higher earnings quality; outperform those with low ratings by almost twenty percent based on three-year stock returns, and have a better three-year net profit margin, return on equity, and sales growth, which coincides with the findings reported in this study. 
Jong-Seo, C et al (2010) in their study on the empirical relationship between corporate social responsibility and corporate financial performance in Korea found similar results. Using a sample of 1122 firm during 2002-2008, measured corporate social responsibility by both an equal weighted CSR index and a stakeholder weighted CSR index. Corporate financial performance was also measured by ROE, ROA and Tobin’s Q. The results showed a positive and significant relationship between corporate financial performance and the stakeholder-weighted CSR index, but not the equal-weighted CSR index. This finding is robust to alternative model specifications and several additional tests, providing evidence in support of instrumental stakeholder theory. This implies that, when CSR is measured while taking into account firm specific stakeholders’ benefits, there is a positive association between corporate financial performance and CSR. We do note, however, that our results should not be interpreted to render direct support to good management theory or instrumental stakeholder theory. While both theories suggest a positive link from CSR to corporate financial performance, our results do not imply causality in either direction, for which we need longer or more comprehensive time-series data. Financially healthy firms can afford to engage in more CSR activities efficiently, which would improve financial performance further, particularly when the CSR activities are properly directed to areas of interest to stakeholder. 

Hassan et al, (2012) also found similar results. In the contemporary globally competitive market companies must portray themselves as socially responsible companies. Through globalization companies pursue growth, and active involvement in community beneficial programs which provide competitive advantage to the company as they pursue such goals. Companies operating in several nations are often required to play a substantial role in community issues of the particular nations, otherwise government regulations, environmental restrictions, labor exploitation issues and can cost companies millions of cash. Under such circumstances, Corporate Social Responsibility will increase both long term profitability and sustainability of the company while enhancing the reputation of the organization. The researcher drew a conceptual framework aiming at examining the direction of the linkage between corporate social responsibility and corporate financial performance and applied the structure on the banking sector in his respective country in order to examine the impact of CSR on CFP in the banking sector. To verify the linkage between CSR and CFP, the authors have primarily graded the level of corporate social responsibility of banks by measuring a corporate social performance (CSP) index through a questionnaire survey. Based on the grades banks were separated into two categories: CSR banks and non-CSR (NCSR) banks. Afterwards, t-tests were conducted to examine whether there is a difference between these two categories of banks with respect to their ROA, EPS and P/E ratio data collected from the published annual report of the banks.

Hypothesis 2
The findings revealed that there is a significant difference between ROE of firms that do CSR in comparison to those that do not practice CSR which lead to the rejection of the null hypothesis. 

Chen and Wang, (2011) found that there is a positive relationship between social responsibility and financial performance because shareholders feel guaranteed that their interests are being protected and their funds are also used to improve the well being of their societies by donations made on different CSR projects and environmental protection. This in turn reduces the transaction costs of obtaining external funding since the shareholders have no fear of adding more assets to the company.  The study found a positive and significant impact of CSR on FP through content analysis (tracing for clauses/ sentences CSR components disclosed in annual reports). The practice found to enhance image and reputation resulting to an increase in their financial returns.

Positive relationships results as companies do CSR because they are more transparent thus less risk of corruption. They have strict quality controls in place reducing chances of recalls of defective products, paying high charges for excessive pollution. They have enhanced brand image and reputation thus increased ability to attract and retain business partners and attract capital. Adoption of CSR should challenge the managers to think of efficient practices of doing business. Chinese companies initially feared taking on CSR since their resources are involved, but through the study it was assured that it contributes to a better CFP of now and the next year, creates a good image for the company and improve relationship with its stake holders.

Uadiale and Fagbemi, (2011) also found similar results that CSR has a positive and significant relationship with the financial performance measures. These results support the accumulating body of knowledge supporting the positive impact of CSR on financial performance. Using a sample of forty audited financial statements of quoted companies in Nigeria, the study examines the impact of CSR activities on financial performance measured with Return on Equity (ROE) and Return on Assets (ROA). Based on the findings, the study recommends that corporate entities in respective countries should invest in CSR activities in its entire ramification in order to boost their image/reputation thereby increasing their returns. Corporate social responsibility (CSR) has the potential to make positive developments in the society and businesses. Organizations are beginning to see the paybacks from setting up strategic CSR programs. The increasing attention to CSR is based on its proficiency to influence firms’ performance. The CSR movement is spreading over the world and in recent years a large number of methods and frameworks have been developed, the majority being developed in the West. The study focused on developing economies and on Nigeria specifically. 

Hypothesis 3
The findings revealed that there is a significant difference in ROS of firms that do CSR in comparison to those that do not practice CSR which lead to the rejection of the null hypothesis. The findings are supported by Mohr et al (2001).

Mohr et al (2001) found that social responsibility has a positive influence on consumer buying behavior, since now days the consumers judge firms on their concerns to the society well being as a reason to either purchase their products or not, this means socially responsible firms have more sales than the non CSR which leads to increased profitability and a higher return on sales than their counterpart. 

Han X, (2010) conducted a study on large forest product companies and found out that there is a positive relationship between company sales and CSR, and further suggested that for companies to be able to sustain and report CSR it has to be able to meet its economic responsibilities first. That being said it was observed that companies with high annual sales were the ones that had performed CSR.

Based on resource dependency theory saying no organization is self-sufficient thus it has to connect with the environment to survive. Past studies already shown that whichever direction of effect it brings, it is still a positive significant relationship. An increase in CSR results to an increase in CFP since consumers support enterprises which act socially responsible. 

It adds the firm competitive advantage. The researcher used factor analysis to measure CSR and found the variables have a positive correlation. 

All findings are in favor of companies that practice social responsibility confirming that indeed CSR has an impact on financial performance and it is a positive one since companies practicing CSR perform better than that do not practice CSR. Return of Asset and Return on Equity, Return on Sales are both accounting measures of financial performance. They all incorporate profit after tax in their calculations as shown below: ROA = EATax / Total Asset, ROE= EATax / Total Equity and ROS= EATax/ Revenue. Even in previous research done, it has shown that there is a positive relationship between CSR Expenditure and Profit After Tax ( Bolanle, 2012) the results were explained by accruing benefits brought by company’s CSR expenditures such as better image, loyalty, reduced tax, a more friendly and habitable environment for the business to flourish.

Implications Corporate social responsibility increases the firm’s brand awareness, which has lead it to be viewed as a powerful promotional tool for some firms as it communicates about the firm’s products, values and corporate culture. This in turn improves the firm’s reputation, creates a strong brand which secures a greater pricing power, a larger customer base and improved sales, then profits also increase as more of the firm’s products are sold (Berns, 2009, Mushi,2007 and Mohr 2001).
As the firm gets tax relief from the deductibility of CSR expenditures before taxes are charged. This serves as an incentive for firms that do CSR or a pat on the back for them to commit even more resources later on. This also leads to an improved financial performance and attracts other firms to also become socially responsible (Bolanle, 2012 and Berns, 2009).

Corporate social responsibility builds a good relationship with the stakeholders enabling full optimization of the supply chain that leads to efficient use of resources and increased operational efficiency. This reduces the overall costs of the firm associated with carrying additional inventory such as storage costs; monitoring costs; losses from obsolete products. The savaged asset can be used on other investments and more CSR leading to improved financial performance in the future (Berns, 2009 and Vreugd, 2008).

When a firm is socially responsible it attracts employees easily, especially those committed and motivated by an enriching work environment that shares common values with theirs and will not easily forsake that. This reduces the cost of employee turnover and greater productivity is enhanced. The reduction in employee turnover cuts down the costs of hiring new people through expensive recruitment process (Jody, 2012 Kolstad, 2006 and Mohr, 2001).

Improved customer loyalty brought about by CSR reduces the need for firms to use a lot of money to charm/attract them since they are already on their side thus the promotional tools were less expensive and since the firm has a good reputation always the firm can easily enter new markets especially those that are advocates of socially responsible business and their products can appeal to new customers that want cut edge environmental friendly products that often fetch higher prices thus serve as a greater source of revenue (Tsoutsoura, 2004, Rapti and Medda, 2009).

Social Responsibility leads to reduced risks that normally stem from expensive lawsuits and compensations that become necessary when people or their properties are harmed by the firms activities that can be from pollution or environmental degradation, or strikes of workers that can lead to losses of people’s lives or damage of the company’s properties (Tsoutsoura, 2004 and Ambec and Lanoie 2008).

Social Responsibility also lowers the firms cost of capital by enabling it to easily access loans and insurance from many sources, the lower cost of capital enables the firm to expand, reduces the financing costs and creates free cash flows that increase shareholders return by reinvesting them in other projects or CSR and in the end an improved financial performance (Ambec and Lanoie 2008, Sweeney, 2009, Berns, 2009 and Chen and Wang 2011). Corporations have become more powerful since the largest global economies are dominated by them; therefore it’s only sensible for them to have an increased role in addressing social problems. If you look at the issues of environmental degradation, employees’ welfare and poverty state of the communities around them, they are best positioned to address and alleviate these challenges faced by the communities. It’s important for social responsibility to have the bottom-line benefits for it to be sustainable otherwise no one will be willing to invest in a business that is losing money.

Policy implications also arise from practicing CSR; it is recommended that companies should be ranked in terms of Social Responsible performance and publishes even a list of those not qualifying as socially responsible to make consumers aware of the firms they deal with. The practice will revolutionize and the efforts will transform the community that is guaranteed.

Companies practicing poor governance and ethics are punished in turn those with good CSR practices get customer and employee fidelity, reputation, good will and tax reduction. Though there is a need for committed managers to account for social responsible investments to avoid the misuse of funds.

Hassan, I et al (2012) Financial institutions are sometimes left out in studies of CSR such as banks, just because they do not produce hazardous chemicals or discharge toxic pollutants into the land water or air. While through their financing practices they are supporting commercial activity that ultimately degrades the natural environment. They act as facilitators by supplying the fund to support the production process which ultimately causes environmental degradation. Thus banks should take on the responsibility of indirect involvement in environmental deterioration and embrace their environmental responsibility, which is a part of their CSR, to strike a balance between economic and social goals to reassure the efficient use of resources. It is not just charity and obeying the laws, rather an attempt to guarantee their own sustainability and profitability.

Involvement in environmental degradation will not only invite public condemnation from the public and negative customer reactions, but it may also make regulations more rigorous which can impair the bank profitability by limiting market for the products of their customers. So banks have prudential reasons for trying to avoid lending in ways that expose them to environmental risk and have clear incentive to integrating environmental criteria into the lending decision making process.












The aim of the study was to test if there is a significant difference in financial performance of companies that engage in CSR relative to those that do not. In fulfilling the above aim data on ROA, ROE and ROS was collected for CSR and non CSR companies. Using a sample of 100 audited financial statements of companies in Tanzania, the results showed that there is a significant difference in performance and to add on that CSR firms are performing better than the non CSR firms. These results support the existing body of knowledge supporting for the positive impact of CSR on financial performance. Genuinely speaking is not the measures of CSR that impacts financial performance but rather, the leadership, vision and values that drive firms to choose investments policies, manage risk and stakeholder relationship in a way that enables the firm to realize its economic and social objectives.  

Corporate Social Responsibility is the best way through which a firm can participate to speed up the development of the country by helping the communities become sustainable through donations in the health, education, environmental sectors and also capacity building. Firms operate in open systems therefore they need each other for survival. In turn the firm enhances its brand image and reputation, access to cheap capital, decreased liability, customer loyalty all of which translates to better financial performance and satisfied stakeholders. So firms should commit their resources and behave in a socially responsible manner as it definitely pays and they stand to gain.
6.2 Recommendations
As the study has shown that there is a significant difference in financial performance of companies that are practicing CSR relative to those that do not practice CSR, then researcher has the following recommendations with regards to these findings and also the challenges encountered on CSR so as to make sure the right information is passed on and proper adjustments are made to encourage other firms to join the CSR proponents and the challenges are alleviated.

The need for awareness cannot be under emphasized, research has shown that in many cases funds that are set aside for CSR is often misused and there is little accountability on the issue while it is necessary for the effectiveness of CSR programs. The media here has a major role to play on publicizing successful CSR initiatives to help the public and companies change their attitudes toward CSR to ensure the intended goals are achieved. This will also motivate other firms that are yet to practice CSR to join the movement, this way the help that the community needs on different levels can easily be rendered since “unity is strength”. 

It is also advisable that firms should enter into partnerships with other agencies of CSR so as to increase their resources and synergies of combined efforts. By carrying out a joint initiative they will be able to reach out to more communities, improve implementation and audit processes will be easily done as the impact of the efforts will be magnified thus noticeable. All of the stakeholders have a role to play to ensure sustainability and success of these projects. This will also alleviate the duplication of efforts as most CSR is aiming for the areas like education, health and environment most of the time. It was also observed that CSR is mostly done by medium to large firms in the areas of interest such as education, health and environment and in selected regions. This calls for the need to also involve SMEs to participate as it will increase the coverage of a wider community and starting from the grassroots will help companies incorporate CSR into their business strategy as one of its vital organs and not just a peripheral. SMEs will also help the firms to identify the most pending needs that need to be addressed by prioritizing so the help extended is received in time.

The government should continue to reward firms with the best CSR practices by giving the firms grants, easy access to finance, cheap cost of capital as this will attract other firms to also start practicing CSR, as a result more issues of the underprivileged communities will be addressed and catered for and this will improve the overall wellbeing of the nation in the long run.

Sustainability reports should be made compulsory for firms that practice CSR to protect the funds from bad managers who can misuse the money, thus not accomplish the intended purpose, since transparency will be encouraged and these reports will be audited, it will also identify the weaknesses of the CSR strategies that may exist in the firm and be rectified to reap the full benefits.

6.3 FUTURE RESEARCH
Future studies should be conducted using more years and should attempt to establish specifically the amount of profit that is contributed for each shilling spent on corporate social responsibility. More studies should be carried out in East African countries since more firms are waking up and embracing the practice of CSR, this will shade more light on the practices among the region and also enable firms to understand fully how they can capitalize on this practice to gain more competitive advantage.
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DCB PLC	33.04%	79.50%	0.5627	Daily News 13th April 2012
BANK M	2%	26.50%	0.1425	Daily News 13th April 2012
NIC BANK	3.82%	26.86%	0.1534	Daily News 15th May 2012 (​http:​/​​/​www.nic-bank.com​/​​)




AKIBA COMMERCIAL	1.55%	9.27%	0.0541	Daily News 14th May 2012
AZANIA BANK	0.57%	5.72%	0.03145	Daily News 15th May 2012 (​http:​/​​/​www.azaniabank.co.tz​/​​)
EXIM BANK	2.00%	20.50%	0.1125	Daily News 15th May 2012 (​http:​/​​/​www.nic-bank.com​/​​)
DIAMOND TRUST	2.30%	20.50%	0.114	Daily News 5th August 2012
NBC 	3.50%	30.50%	0.17	www.nbctz.com (​http:​/​​/​www.nbctz.com​/​​)
BOI	0.98%	17.27%	0.09125	www.boitanzania.co.tz (​http:​/​​/​www.boitanzania.co.tz​/​​)


















NCSR FIRM	ROA	ROE	ROS	 Source of Data
FINCA	-9%	-56%	-0.32695	www.finca.org (​http:​/​​/​www.finca.org​/​​)




ZANZIBAR INSURANCE	7.45%	19.78%	0.13615	Daily News 28th June 2012
BUMACO INSURANCE	13.42%	15.17%	0.14295	Daily News 24th April 2012
ALLIANCE INSURANCE	4.78%	17.56%	0.1117	Daily News 22nd May 2012
NICO INSURANCE	-4.35%	-23.20%	-0.13775	Daily News 27th April 2012
FIRST ASSURANCE	-1.98%	-4.72%	-0.0335	Daily News 20th April 2012
HERITAGE INSURANCE	3.88%	15.07%	0.09475	Daily News 30th April 2012
CAMEL OIL	-14.46%	-18.56%	-0.1651	www.cameloil.net (​http:​/​​/​www.cameloil.net​/​​)
STRATEGIS INSURANCE	-8.60%	-14.44%	-0.1152	Daily News 31st May 2012
TANZANIA NATIONAL INSURANCE	9.23%	18.84%	0.14035	Daily News 12th June 2012
ALAF LIMITED	2.82%	11.28%	0.0705	Daily News 29th May 2012
TOTAL	2.75%	12.74%	0.07745	Personal Source
DSE	-14.95%	-23.24%	-0.19095	www.dse.co.tz (​http:​/​​/​www.dse.co.tz​/​​)
MWANGA BANK	1.70%	11.10%	0.064	Daily News 21st April 2012
I&M BANK	2.66%	19.75%	0.11205	Daily News 13th April 2012
STANDARD CHARTERED BANK	3.60%	25.70%	0.1465	Daily News 14th February 2012
FBME BANK	0.70%	10.35%	0.05525	Daily News 11st April 2012
CITI BANK	3.30%	18.55%	0.10925	Daily News 10th August 2012
BANK OF BARODA	2.17%	11.63%	0.069	Daily News 2nd  April 2012
HABIB AFRICAN BANK	2.56%	24%	0.1328	Daily News 14th February 2012
TANZANIA POSTAL BANK	1.14%	14.45%	0.07795	Daily News 10th August 2012
BANK ABC	0.75%	6.47%	0.0361	Daily News 14th April 2012
ACESS BANK	-0.42%	-7.30%	-0.0386	Daily News 14th April 2012
TIB	2.26%	7.70%	0.0498	Daily News 8th August 2012
TWIGA BANCORP	1.05%	9.37%	0.0521	Daily News 14th May 2012
BARCLAYS	-0.13%	-2.58%	-0.01355	Daily News 14th February 2012
ICB	1.30%	8.50%	0.049	Daily News 18th January 2012
TWB	-3.80%	-21%	-0.124	Daily News 15th February 2012






LIONS OF TANZANIA  	-0.43%	2.59%	0.0108	Daily News 14th April 2012
SAMEER	4.80%	7.18%	0.0599	www.sameerafrica.com (​http:​/​​/​www.sameerafrica.com​/​​)
TATEPA	-1.16%	-24.25%	-0.12705	Daily News 29th August 2012
STAR GENERAL	-7.58%	-6.15%	-0.06865	Daily News 6th April 2012
AAR	3.76%	9.84%	0.068	Daily News 13th April 2012
MGEN INSURANCE	1.37%	5.60%	0.03485	Daily News 11th April 2012










Sample of used financial statements

-Good Reputation
-Lower Risks
-Brand Awareness
-Loyalty

Productivity 

Corporate Social Responsibility
	DONATIONS
	EXPENDITURES
	CONTRIBUTIONS


Financial Performance
	ROA
	ROE
	ROS
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